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substitute for the consumer interface offered by the OSP. In contrast, we can envision no

way collect calls can be handled without the customer dealing with two operators.

Consider the day BPP becomes operational. At that time functions will be carried out in LEC

switches that were done in the OSP switches the day before. OSP plant will be idled. Our

15 cent-per-call cost can be regarded as reflecting some of the costs of the duplicate plant

required for a transition to BPP.

Each minute of talking on a call routed using BPP uses resources that are not required for

most telephone calls today. The call ties up transmission links running from the local switch

to the LEC OSS and ties up a connection in the OSS. The costs for these capabilities are

similar to the costs for access traffic that is routed through a tandem access. For our base­

case analysis, we estimate that the average cost of such routing and switching is about 0.44

cents per minute. Earlier we discussed our derivation of this estimate from the costs of

tandem usage. In addition, setting up the additional trunking plant needed to carry the traffic

from each local switch to the LEC OSS will impose some one-time costs. For our base-case

analysis, we estimate the number of trunks required by dividing the estimated BPP traffic by

the capacity of a typical trunk (5,000 minutes/month is a reasonable value, in our experience)

and multiplying that by a per-trunk rearrangement cost of $100.

In addition to the upgrades on the end-office exchange switches, the LECs will also have to

upgrade their OSS switches to match the upgrades made at the local switches. We estimate

that there are about 184 such switches (roughly one for each of 164 LATAs plus 20 for the

non-Bell companies). Based upon our OSS7 inquiries, we understand that upgrading the OSS

to be BPP-capable will cost about $1,000,000 per switch. Sprint's comments project that

upgrading 25 sites to ABBS functionality and OSS7 capability will cost

10
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($7.1 + $11.5 + $15.7) = $34.3 million or $1.4 million per switchY Notice that we are only

concerned here with the one-time upgrade costs that are not traffic-related. Traffic-related

costs are detected in our consideration of calls and minutes of use.

IXCs will also have to modify their networks to accommodate the changes in signalling

required to support BPP. The FCC's Further Notice estimates that the IXCs will have one­

time costs of $120 million to upgrade their networks to support BPP. The FCC divides these

costs into $94 million for AT&TIMCIISprint and $26 million for all other carriers. We find

it difficult to predict the behavior of the smaller IXCs. Some may drop out of the operator

services market because they cannot afford the costs to upgrade or because their switch

manufacturer does not offer the upgrade to support BPP. 16 Others may find ways to contract

with third parties to provide this service. While we think the FCC's numbers here are

conservative - we believe that actual costs to IXCs will be higher - they are appropriate

for our base-case analysis.

As discussed below, we assume that BPP will apply to those CAPs that provide switched

access services. CAPs have deployed relatively few switches, but they are in the process of

deploying more. For our 1997 base-case, we estimate that 50 CAP switches would be

affected, and that their switch upgrade costs (on a per-switch basis) would be the same as for

LECs. We are uncertain about the number of subscribers CAPs will have in 1997, and, to a

first approximation those customers are counted in our analysis of LEC customers. Hence,

.we do not consider any subscriber-related costs for CAPs.

A possible additional cost, not considered in our analysis, might be incurred by those credit

card suppliers who choose to interconnect their databases with the BPP system. These firms

would also incur development and computer system costs. For example, they would have to

15 Sprint Comments, pp. 27-28.

16
Our methodology does not assign any social cost to this possible loss of competition.

11
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modify their databases to store information on the preferred long-distance carrier. We

estimate that approximately 10 such firms (e.g., American Express, VISA, MasterCard,

Discover, some major oil companies) would choose to interconnect, and thereby make it

easier for their customers to use their credit cards to place long-distance calls. 17

We also believe that BPP will apply to cellular and PCS carriers. The FCC has licensed

roughly 1,500 cellular systems. However, these are served by far fewer than 1,500 cellular

switching systems. We estimate that 200 existing cellular switches would need to be

upgraded to support BPP. The number we use, 200, is a low estimate of the number of

cellular switches today - let alone the number of cellular and PCS switches in 1997. We

use the same $75,000 per switch upgrade cost as we used for LEC switches. We believe that

this figure is low since many cellular switches are not yet equipped for SS#7. Additionally,

some cellular switch vendors may choose not to develop the necessary software in a timely

manner. In that event, the cellular system operator would be required to replace the switch in

order to support BPP.

The table below summarizes our base-case estimates of the one-time and recurring network

costs that would be caused by the implementation of BPP.

17 Today it is possible to charge an OSP call to a Visa card by dialing an access code (IOXXX) and then
telling the operator that you wish to use a Visa card.

12
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Cost-Causing Number Network Costs
Element

One Time Recurring

Access Lines 143,325,000

LEC Central Office Switches

RHC Equal Access 8,751 $656,325,000

RHC Non-Equal 721 $7,210,000
Access

Independent Equal 8,061 $604,575,000
Access

Independent 4,103 $41,030,000
Non-Equal Access

Calls using BPP 2,858,880,383 $428,832,057

Minutes of Use Via 21,339,500,000 $35,565,833 $94,107,195
BPP

LEC ass Switches 184 $184,000,000

Larger IXCs NA $94,000,000

Smaller IXCs and NA $26,000,000
asps

CAP Switches 50 $3,750,000 $375,000

Cellular/PCS Carrier 200 $15,000,000 $1,500,000
Switches

Consumer Surplus NA
Loss

Total $1,667,455,833 $524,814,252

D. Administrative Costs

Implementing BPP will require the LECs to determine their customers' preferred long­

distance carrier for calls routed using BPP. The Commission has tentatively determined that

13
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LECs should use a balloting process, similar to that used in the original selection of

presubscribed long-distance carriers, to ascertain these preferences.

Such a balloting process will impose significant administrative costs. For our base-case

analysis, we estimate that it will cost a LEC roughly one-half dollar per access line to prepare

a ballot and another one half dollar for each ballot received and entered into the data base.

Additionally, we expect that a significant fraction of consumers (we use 20 percent) will find

the ballot confusing or unclear and will choose to call the LEC for further assistance. We

assume that such calls will impose costs of $1.50, on average. Additionally, churn occurs.

Consumers move and need to resubscribe to local exchange service, at which time they must

redesignate their long-distance carrier. We assume that one-fifth of all households are

involved in such churn each year and impose similar balloting and confusion costs. Under

these assumptions, LECs have a one-time administrative cost of $91 million and recurring

costs of about $7 million per year.

Other carriers will have similar costs. While such costs are low for entities such as CAPs

that have few subscribers, cellular carriers have about 20 million subscribers today and will

have far more by 1997 and can be expected to incur significant administrative expenses. We

use the same model for cellular carriers as we use for LECs. However, we assume that

cellular carriers face greater churn than do local exchange carriers. Our base-case estimate is

that cellular carriers will have one-time administrative expenses of $36 million and recurring

expenses of about $6 million.

The 1997 subscribership levels of CAPs and other local service providers are uncertain at this

time. Additionally, some subscribers to CAP services can be expected to discontinue LEC

service. Given these two factors, we do not believe it is necessary to include any

administrative costs for CAPs in our base-case model.

14
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E. Marketing Costs

BPP will significantly remake the long-distance market. The Commission estimates that

operator services will serve about eight billion dollars of away-from-home telephone traffic in

1997 of which roughly half will be dial-around traffic using access codes. 18 Additionally,

there are the operator calls dialed from home. We estimate that the total market at stake has

a value of about $11 billion per year. Eleven billion dollars is a lot of long-distance traffic.

It is bigger than MCl's traffic was in 1990 or Sprint's traffic is today. One can expect

vigorous marketing competition for this valuable traffic. If balloting were required, we would

expect all long-distance carriers to strongly contest this traffic. If one assumes that the

average life of a balloted customer is five years and that BPP would replace access code

dialing,19 then the total sales at stake would amount to roughly $50 billion (more than a year's

sales for AT&T).

We believe that it would be rational for the IXCs to spend substantial amounts to influence

the outcome of the balloting - in the range of three to ten percent of the five-year revenues

at stake. In our base-case analysis, we use three percent of five year BPP away-from-home

revenues as our estimate of IXC marketing costs associated with the balloting process,

weighted by the response rate we expect from the balloting process. We exclude at-home

calls routed using BPP, since those calls today are routed according to 1+ presubscription ­

and the IXCs incur marketing expenses today influencing the choice of 1+ carrier. We

weight the total revenues at stake by the expected ballot response rate (20 percent in our base

case) because we think this better models the choices facing the IXCs. As an extreme case,

suppose we knew in advance that 99 percent of subscribers would throwaway their BPP

ballots, then incentives for the IXCs to promote their services during the balloting process

18 FNPRM, Footnote 25.

19 The average turnover of presubscribed long-distance customers, measured as the fraction of customers
who change their carrier in anyone year is higher than would be indicated by a five year average life. But, we
believe that the churning population includes frequent shoppers who change carriers more frequently than
average.
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would be greatly reduced. (This analysis assumes that the default choice for consumers not

returning a ballot is their 1+ carrier.)

We also believe that continuing marketing expenses in pursuit of BPP traffic would lie in the

range of 8 to 20 percent of the annual revenues at stake. We note that MCl's selling and

administrative expenses for 1993 were 28 percent of sales.20 If we allow 10 percent for

administrative expense, then MCl's selling expenses run to 18 percent of sales. Sprint's

recent comments in this proceeding showed that it was willing to spend more than 20 percent

of the revenues associated with an aggregator to obtain that aggregator's traffic.21 To be very

conservative, we will use eight percent times the revenues at stake as our base-case estimate

of the annual marketing and customer service expense associated with implementation of

BPP. If we use our 1997 revenue estimate ($11 billion), then the estimated annual IXC

marketing expenses associated with this traffic would be $0.9 billion. If we focus on away­

from-home calling and exclude dial-around traffic, as seems reasonable, then marketing

dollars would amount to $312 million per year. This is our base-case estimate of the

recurring marketing costs associated with BPP. These marketing costs are not really new to

the IXCs. For example, asps pay commissions to premises owners. Those play much the

same role as commissions to sales agents or advertisements on television. The FCC's

analysis treated the reduction in such commissions as a benefit to consumers.22 Even if this

were correct it would still be appropriate only if corresponding expenses in the BPP world are

added back in as a cost to the consumer. And, of course, as discussed more below, under

BPP real costs replace transfer payments.

20 MCI Communications Corp., Income Statement for 12/93, downloaded from Disclosure, Inc.,
September 8, 1994.

21 See Sprint Comments, pp. 19, 20.

22 We have repeatedly pointed out how this consumer benefit is matched by an "un-benefit" to the
recipient of the commissions.
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Additionally, we would expect that credit card suppliers (e.g., American Express, banks)

would engage in similar marketing campaigns (mostly through bill staffers and direct mail) to

encourage their card holders to undertake the administrative steps necessary to use their cards

to charge long-distance calls.23

F. Consumer Costs

Implementing BPP will impose burdens on consumers that they would not otherwise bear.

Reading, understanding, and responding to the ballots and the continuing requests to specify

the primary carrier for BPP purposes is the largest active task facing consumers. In our base­

case, we assume that; on average, consumers are able to read the ballot, pick a carrier,

complete the ballot and put it in the return envelope in two minutes; a reasonable value for

consumer time is ten dollars per hour; and there are 0.77 consumers per access line (to allow

for multiline business subscribers). Based upon these assumptions, we calculate that the

consumer burden of the balloting task is a one-time cost of $37 million and a recurring cost

of about $7 million per year.

Applying a similar calculation to cellular, assuming 44 million subscribers (30 percent annual

growth for three years from today's 20 million subscribers) and making no allowance for

multiple lines per subscriber, yields a one-time cost of about $15 million and recurring costs

of about $6 million per year.

Implementing BPP will also impose a hidden burden (on subscribers) that is not immediately

apparent, and which depends upon the specific method of BPP cost recovery, which is not

settled at this time. Additionally, the separation rules will cause many of the costs of BPP to

23 These costs would be reduced if the FCC did not require commercial credit card suppliers to conduct
balloting and instead permitted the credit card supplier to specify the preferred long-distance carrier. Under
those circumstances a credit card/PIN combination would become useful for charging telephone calls dialed
using 0 as soon as the credit card supplier interconnected with the SS#7 network. This approach would allow the
credit card company to get a commission from the IXC and thus makes it much more likely that the credit card
company would wish to participate. This case illustrates the fallacy in the Commission's logic. The customer is
better off, for sure, since this is an additional option. Yet, the "costs" (Le., the commissions) also increase.

17
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fall into the state jurisdiction, and it is even less clear what rules will govern recovery of

those costs. If the costs of BPP are recovered only from BPP services, the costs per call may

be so high that BPP may enter into a "death spiral," with IXCs strongly promoting the use of

access codes.

If BPP network implementation costs were recovered generally as part of all access, they

would raise per-minute access charges slightly. This increase in access costs would be seen

by all IXCs and would be passed on to their customers. Demand for long-distance is

moderately elastic and usage of long-distance would therefore fall off slightly. This fall-off

would create a loss in consumer welfare. We estimate that, for each additional dollar of

access charges, consumers lose $0.16 in benefits (in addition to the $1 payment for access).

This elasticity, or repression effect, is discussed further in Appendix B, where the 0.16 factor

is derived. Using this 0.16 factor to estimate the welfare effects of long-distance repression,

we estimate in our base case that implementing BPP would cause welfare losses of $164

million per year.

G. Summing Up

Implementing BPP would impose a wide range of costs on our economy. The following table

displays these costs for our base case.
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This analysis shows total one-time costs of roughly $2 billion and recurring costs of $1

billion. If we annualize the one-time network expenses using the same 0.3 capital recovery

factor as used by the Commission in the FNPRM and annualize all other one-time costs using

a 0.05 social interest rate and add those costs to the recurring costs of BPP, then we get total

annualized costs of roughly $1.5 billion per year.24 We estimate that BPP will impose

recurring costs of more than a dollar on each call that benefits from BPP (all away-from­

home BPP calls).

The analysis in the FCC's FNPRM considered only a few of these costs and identified LEC

costs of $380 million per year and asp costs of $35 million per year. Much of the

discrepancy can be tracked to a few points. First, the FCC included no cost for IXC

marketing. This cannot be right. Currently, the IXCs appear to be willing to spend as much

as 20 percent of the revenues from a pay phone location to obtain that traffic. We believe

that incentives for marketing expenses would persist after BPP was implemented, although the

form of the expenditures would change. Second, the Commission's analysis did not include

consideration of the economic waste from higher access charges. But, obviously, the costs of

BPP must be recovered somewhere. Those higher rates will deter some consumers from

long-distance usage that they would have otherwise enjoyed. Third, the Commission's

analysis assumed that the duplicate use of two ass switches to handle a call adds no costs to

the call-setup process. We find that hard to believe. In our base case analysis, we assume

that this duplicate processing will add 15 cents to the costs of handling the average 0+ call.

Finally, we believe that the FCC's process of estimating the network costs of BPP (adding up

the costs reported by all parties that filed) was flawed. Not all affected LECs filed. 2s Errors

24 This calculation annualizes the one-time costs associated with marketing, administration or consumer
response using a .ower rate than is used for capital expense. This lower rate reflects only a social interest rate
and does not include any maintenance or depreciation elements.

2S We note that AT&T in its recent comments in response to the FNPRM stated that "the FNPRM
completely ignores $120 million in BPP cost estimates submitted by SNET and the Sprint LEes." AT&T
comments, p. 19.
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in the filing of anyone party were passed straight-through to the output. Our top-down

analysis provides a counterpoint to the aggregated bottom-up estimates of others.

III. Costs of BPP Under Alternate Scenarios

The preceding section presented our base-case analysis - the costs given by applying our

methodology and our estimates of the various costs associated with BPP to a scenario which

matches, as best we could, the assumptions contained in the analysis in the FNPRM.

However, it is interesting and useful to vary the scenario in order to understand the effects of

variations in the assumptions. We consider the following scenarios

• High levels of dial-around by 1997

• Very low levels of dial-around by 1997

• Extremely low cost assumptions

• A no-balloting scenario

• A pessimistic set of assumptions.

A. The Nynex Scenario - High Dial-Around by 1997

Nynex observed in their comments that they are already observing dial-around levels higher

than the FCC assumed for 1997 and projected that dial-around levels would reach 80 percent

by 1997. If we keep all other variables in our model at the base-case level, but increase dial­

around to 80 percent, then we get the results shown on the next page.
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BPPCaiiDuration 7.<16 A-. 0Inll0n of a BPP Cat Ou' YlIIue of 7.<16 is I:laIad 011 L-» IWpllft, Tabla 4 (20.912.8) (minuCesltells)
BPPCallPnce SO.34 Price per IlrinlIte to encHmw of cab~ under BPP
FAwayFromHomeOSP 70.0% FrIIdian of OSP cab thlII ..millie "llway-fnlm-hom."
FDialAround 80.0% FrIIdian of~-home"cab thlII diIII-Mlund 0+-. (We usume no diellIl'OUIlCIlII home)
AccessLines 143,325.000.00 TOl8l runber of LEC AcIless lines (from USTA 93, p. 2)
RHCEA 8,751 N\a'nber of RHC equeI-. SWldlea (Inlm USTA 93, p. 12)
RHCnolEA 721 N\a'nber of RHC non equeI-. swildws (Inlm USTA 93. p. 12)
IndEA 8.061 N\a'nber of ildepellCllnl equei_1Wilchn (Inlm USTA 93. p. 12)
IndnotEA 4,103 NumbIIr of ildllpelldel« non equei-.1Wilchn (from USTA 93. p. 12)
LECOSSSW 184 N\a'nber of LEC OSS swildws (SPR 8ItimIIIe _ per LATA p1u120)
OTSperSPCOrr"", 575.000 One-tin. expencIiIures~ to llPQIIlde allofed1llllQlem c:mroIIecl oIla to epp (ceJculetion esame. SPC otIic:e& EA oIIic:e)
OTSpemonSPCOIfICe 510,000 One-tine expendilIns require<f to llPQIIlde a non IfOrwd.pnIgrem c0ntr0iied oIIice to epp
MOUperTrunk 5.000 MlnuIes oIltIlIIic C*ried by en -.gil enckJlftce - OSS tn.I1k in a monlh
OTSperTrunk 5100 The one-IIme (_r• ...-rt)ClIIIIS for eddId~ tn.I1k from en encI-ofIice to a OSS IWilch
OT$peflECOSSSwilch 51,000,000 The -.QM ClIIIIS 01 upgrdlg a LEC OSS awllc:tI to IUPPOlt BPP
AddSelupCostsper8PPCan SO.15 The-.edIIlIaneI ClIIIIS impoMd by the rw- of~ a BPP CIIII
AddCoslPerBPPMou SO.OO« The-.edlIiIlonlII per minuIe 8f'P COIl SO.OO«. 0....__ per minute (Bell Alfenlic I8ndem cost) tin.. 0.9
NelCostLargerlXC $94.000,000 One-time nalWOIll ClIIIIS for IIrgIr lXCs, _ FCC FNPRMM pare 2lI
NelCostSmalllXCs $26,000,000 One-time nalWOIll ClIIIIS for ..... CXC•• _ FCC FNPRMM pare 2lI
CapSwijc/les 50 HumIIer of CAP IWilchn thlIId '- to be modIfiad by 1997
CellularPCSSwijc/les 200 N\a'nber 01 celIuIer, PCS, SMRS MilclIIe ...d '-10 be Uf9'IlCIed or modified by 1997
AnnuaIGrowlnRaleCellularPCSsw~c/les 0.1 The IlSS\IIIIIlCI growth I'IIla for CeIIlMr1PCSICAP wriIctles.
OTSIXCMatkeling 3.11% The lXC marketing upensa BUOGieled wiIh Ihe beIoli9Ol*i -.on lor 0+~ .. alnlclion 01 five v-s BPP_sfor customers who return baIlotlI
IXCMarketingFOSPCaliRevs 8.0% Continuing lXC markeIinll expallM" al'racllon 01 totallPP _
CustperLoop 0.77 The I'IIlio 01~ to _lines (aIIrlwance ror nwllHoop ClUIlomers)
CostBallatSent SO.50 The cost 10 aLEC ror eech ballot mailed
CoslBaliotRetumed SO.50 The cost to aLEC ror proceSIing aadl ratumed bIIIIoC
Coslperlnquiry 51.50 The cost to the LEC for proceSIing aadl teIaphone inquiry regarding the 0+ equeI_ baIlol rw-
FSubsRetumingBallot 20.0% The fnIcIiort of II4lIc::rIlen I'IIluming beIols
FSubsMakinglnquity 15.0% The InIcIion 0I1I4lIc::rIlen inquiring about Ihe 0+ baIlol process
LECAnnualChum 20.0% The InIcIion 01 LEC customers who JUbecribe __ to..".., MCll year (moves, Illc.)
CeliularAnnualChum 40.0% The InIcIion of calIuIar c:ustomers who JUbecribe __ 10 ....MCll year (moves, elc.), change calIuIar C8lriers or change lXCs
CellularCuslomers 43.940,000 TIle IlU'Ilber of c:dlA8rJPCS CUltorrIeQ (__30 pertw1l growIh for Itne v-s from 20 millon ....)
ConsumerTine5 510 TIle value 01 consume(sline (cloIIlIrsIllour)
ConsumerMinperBellol 2 The_.number of minulas it tel<es a ecnsuner to rucI and undersland a baIlol, end, if motivaIed, fill out it out, insert and meR rtdIor inquir8 lIboul ballot.
AmortFaclor 0.3 The amcwllutionrd••cilllloh fac:Ior ueedtoCOl'-' one-IIme.-ark e>cpenHS to annualiZed COSls
Soc._Unterest 0.05 TIle emor1iz8lion factor used to COl'-' olhet one-line expsnMS to annual charges.
ElastlCltyEllectFaetor 0.16 The elasticity eIIaet c:oelf"tCiClnt -the ratio 01 ecnsuner 1oI8 from incteeMd~ charges to nc:re-In-.. charges

~:liii~~c!au!s!,n~g~E!,em!en!t····II···I!N!um!ber!~·~~~~,.~~WOl=rfl~Costa=~~~~~I==~Costa=~~~~~~AA1I~itmI~m~h=iIati=t~..I...~C4~....~~~~~~Consumer==~~R="~DOI!!!==~~it: I r::::T£;tOA b_...£.- i n=:~ 6__ I x:....c.. B::C:: i rc:::+c::_ -W=--w..- ,

Value
$3,348.660.000
$1.582,108,000
$6.250,832.000

$11.182.200.000
$4.911.368,000

OSP traffic division under tills scenario
Annual MInutes Call.

9.849,000.000 1,319,483,254
4,596,200,000 615,158.852

18,384.800,000 2,483.035.407
32,830.000.000 4.398,277,512
14.445,200.000 1,935.242.105

C8tegOfy
BPP at home
BPP away from home
Dial around (access code)
TotalOSP
TotalBPP

$1.981.909.790
$643.393.084 per year

$1,156,479.907 per year

$0.60 per can
$1.88 per call
$0.08 per minute
$0.25 per minute
$1.38 per can
$1.31 percan
$0.67 per month
$0.47 per month

olal one lime costs
olalrecurring costs
olal annualized costs

:ost per call routed using BPP
:oSI per "away-from-home" BPP can
:ost per minute of BPP traffic
:ost per "away·rrom-home" BPP minute of use
letwork costs for "away·ffOm-home" BPP calls
EC network cost for "away-from-home" BPP cans
otal cost per access line
:C network cost per access line
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As one would expect, the cost-per-benefitted-call explodes as the absolute number of away­

from-home BPP calls drops and the total costs of BPP drop significantly. In this scenario the

cost per away-from-home BPP call rises to almost two dollars. At 19 cents per minute higher

charges for third-tier aSPs, the average 7.5 minute asp call imposes total higher charges of

$1.42 on roughly one-eighth of away-from-home asp calls.26 That is, costs go up by two

dollars on all away-from-home BPP calls in order to save about $1.50 on about one-eighth of

away-from-home calls.

B. The Anti-Nynex Scenario - Low Dial-Around with BPP

Of course, Nynex might be wrong. Perhaps with the convenience of BPP, frequent travelers

who have been dialing AT&T's 10288 or MCl's 1-800-COLLECT for four years would

quickly switch to 0+ dialing. If so, the fraction of traffic using dial-around could be far

smaller than the Commission considered. This might be especially likely if costs of BPP are

not passed on to users of BPP service. If we keep all other variables in our model at the

base-case level, but shrink dial-around to 20 percent, we get the results shown on the next

page.

26 See FNPRM, footnote 24 "We estimate that the combined market share of third tier asps will drop by
about one-third from 12.7% of the minutes for away from home calls to 8.5% of away from home minutes."
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Strategic Policy Research BPP Total SocIal Costs Worksheet Scenario: Low Dial Around (20%) version of 09:29

13-SiiiI
~ auShortH_ VtIlue_
OSPMOU 32.830.000.000 TolIlI MirUet 01 OSP TrIIIIle (32.8 bllllon foIIOwt Ihe growlh TIta/n FNPRH. nattl25 8lld 25.5*-'minJles repllf\ed In 19111 TOSCIA Report)
BPPCaliOuraliOn 7.411 AY8I'llQlI DI.relion oIa BPP Call. OUr v.u 017.46 ill beNd on lMde report. T..- 4 (2O.lIQ.8) (mlrulMlcIIs)
BPPCallPrice to.34 PrIce per mlnule 10~ 01 cab pIKecIlnMt BPP
FAwayFromHomeQSP 70.m. FradiOn 01 OSP ClIlIIIIW _ m8lIe~
FDialAround 2O.m. FradiOn oI"IIwey-(nlm-hame" ClIlIIlhIt ........ 0+ __ (n no diIIl8nlUl1ll8l1lOme)
Aceesslin.. 143.325.000.00 Tot.r number 01 LEC Acceu lines (from USTA 93. p. 2)
RHCEA 8.751 NlMnIMrolRHC~_IWilcIIet(ft'amUSTA93.p.12)

RHCnotEA 721 Number 01 RHC non _ awtldlIs (frani USTA 93, p. 12)
IndEA 8,061 NumblIr 01 ild8pel ~ _1WilCtteI (frani USTA 93. p. 12)
IndoolEA 4.103 NumblIr 01 irId8pelldel. non aquaI_ awtldlIs (from USTA 93. p. 12)
LECOSSSW 184 NumblIr 01 LEC OSS IWilctteI (SPR 8Ilin8Ill one per LATA pIua 20)
OTSperSPCOffICe S75,OOO One-tme axpeodilurea raquW8d 10 llf91Ide al\ol'ed1llOllliM. -**d oIfice 10 BPP (ClIICul8IIon__ SPe oIIic:P EA oft'ice)
OTSpemonSPCOffICe SI0.000 One-time~ required 10 llf91Ide a non 1lClnId1Il0lll8m COI'lII'OIIed oIfice 10 BPP
MOUperTrunk 5,000 Minulft 0I1nIlllc C8lriec:I by ... --sa- 8Ild-OlIIce - OSS IrUnIlIn a monIh
OTSperTrunk $100 The -.time('_i~COIl8fer"'~ ~ft'am ... 8Ild-OlIIce 10 a OSS swildI
OTSperLECOSSSwilch Sl,ooo,ooo The -.time coati oIuporadlng. LEC OSS IWiIch 10 Il.JIlPClIt BPP
AddSet~PPCali SO.15 The-.8ddIIDnIII coatIlrnpoaed by 118~ 0I1IllIng-up. 8PP ClIIl
A<!dCostPerBPPMou SO.OO44 The-.edlMan8I per minula 8f>P C08l 1O.00000a 0.... C8I1fS per mnu (Bel AtI8ntic t8l'ld8m cost) lin.s 0.9
NelCostLargerlXC S94,OOO,ooo One-time n8IWWk coati fer l8rQ8r IXC•• _ FCC FNPRMM para 28
NelCosISm8lllXCs $28,000.000 One-time n8IWWk oa8Ia for 8IMIIIr lXC.. _ FCC FNPMlM per8 28
CapSwilches 50 /IIumbIt 01 CAP awilc:flq lIW .... lI8ft 10 be modiftlld by 1997
CeliularPCSSwilches 200 Number 01 ceIIuIer. PCS, SMR81Wl1chee ....... '-10 be UflG'*led or mocIifi8d by 1997
AnnualGtowthRllIeCellularPCSswrtche. 0.1 The HIlMIl8d growth rete for CelkIlerIPCSICAP 1WilChH.
OTS'XCMatt<eling 3.m. The lXC mlll<8ting expenu lIS8OCi8I8d with 118 beIIoIing/op8n MUClIllor 0+~ .. a fr8diOn 01 flv8 yeers BPP _lor customers who l'8IUm ballots
IXCMarketingFOSPCaIiRev. 8.m. Continuing lXC m8l1l8ling experwe ... hcIion 01 tol8I BPP ___
CuSlperLoop O.n The l'Illio 01 alIlDm.s 10 __ Iin88 (8IlDw8noI for JnUli.IcIcp customers)
CosI8allotSenl SO.50 The cost 10 • LEC for 88Ctl~maiI8d
Cosl8allolReturn8d SO.50 The cost 10 • LEC for~ 88Ctl returned~
Costperlnquiry $1.50 The cost 10 118 lee lor proceairG 8IiCh I8IIipIIone Inquiry I8glWdIng Ihe 0+ equaI_ beIoI process
FSUbsRe\l.mingBaliol 2O.m. The fnIdion 01~ returning b8lIols
FSubsMakingtnqui(y 15.m. Thehclion 01~~~ 1180+ b8IkItpnlCllSs
cECAnnualChum 2O.m. The fr8cIion 01 LEC~ wtIo iIlAlsc:i'ibe.-1o UNic118liCh year (rnovu, etc.)
:ellularAnnualChurn 40.m. The hcIion 01 ceIIuIer customers wtIo IUD8Crille __ 10 UNicII MCto,... (moves. etc.), c:h8nga e:-IuIar CllI'ri8rs or c:hlinge IXCs
:ellularCuSlomers ~3,940,ooo The""",,* 01 cellulerlPCS a--. (__ 30 Jl8rC*1t growlh lor tine years lrom 20 miIion baM)
;onsumerTimeS S10 The value 01 consumer's lime (doII8rsIhour)
;onsumerMinperBaliol 2 The ._agalll.Whb8r 01 minulea ........__ 10 re8d lind underst8Ild • b8Iot, lind. if molivIII8d. IilI out • out, inHt1 lIIld mall and/or inquire IIbout ballot.
\mortFactor 0.3 The~ltd8pl'Ci8liOlihtdorUMcllolXll'tWl1-.timenalwol1<~108llnU8liZedCOll8

iociailnlerest 0.05 The amOl1iZ8liOn f8c1or US8d to convert oIher one-lIm8 uperlIlIS to Iinnu8l dlargaa.
:ta.tocilyEffectFaetor 0 16 The eI8SlieiIy effect coelficienl -Ihe ralio 01__wei_iou lrom inc:t88Md~ ch8rgea to incre88es in_s ch8rlIBs

r

,-..~

o;t.Cluslng Element Number

:cess Lines 1~3,325.ooo $90,956.250 17,166.250 $36.750.000 S7,35O,OOO
:C Central amc. Swltch.s
RHC Equal Acces. 8,751 $656,325.000
RHC Non-Equal AcaI.. 721 $7,210.000
1<ldepenClent Equal Acalss 8,061 S604.575.ooo
Independent Non·EqulIl Acalss 4,103 $41.030,000

all. using BPP 3,782.518,660 S567,317,799
inule. 01 Use Via BPP 28.233.800,000 $47,056,333 $12~,511,0S8

:C OSS Switches 184 $184,000,000
IrgerlXC. NA $94,000,000 $287,984,760 SSOO,06B,S60
nailer IXCs and OSPs NA $26,000.000
~P .wltches 50 $3,750,000 $375.000
,lIul.rIPCS Carri.r Switches 200 $15,000.000 $1,500.000 $36,250,500 $5,712,200 $14.846.667 $5,858,667
.nsurner Su Ius Loss NA $191591641
ola

~

~I

Vllue
$3,348.880.000
$8,250.832,000
$1.582,708,000

$11.182.200.000
$9,599.492.000

OSP traffic divIsion under thl. scenarto
AnnUlI Minutes ea'ls

9.849.000,000 1,319,483,254
18,384.800,000 2,483,035.407
4,598,200,000 815,758.852

32,830,000,000 4,398,277.512
28,233,800.000 3,782,518,860

category
BPP at home
BPP IIW8'f from home
Dial around (access COde)
TotalOSP
TotaIBPP

$2,145.534.510
$1.411.509.175 peryear
$1.938.522.484 per year

$0.51 per call
$0.79 per call
$0.07 per minute
$0.11 per minute
$0.49 per call
$0.47 percall
$1.13 permonth
$0.87 per month

ost per call routed using BPP
ost per "away-from-home" BPP call
ost per minute of BPP traftic
ost per "away-from-home" BPP minute of use
etwork costs for "away.from-home" BPP calls
EC network cost for "away·trom-home" BPP calls
:>tal cost per access line
::C network cost per access line

otal one time costs
otal recurring costs
otal annualized costs
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As would be expected, the cost-per-benefitted-call decreases as the fixed costs are spread over

more traffic. But, the overall social costs rise. The network must handle more BPP calls and

minutes. Decreasing dial-around increases the dollars targeted by IXC marketing associated

with BPP usage. Hence, we expect network and marketing costs to rise, leading to a rise in

total costs. Indeed, that is just what we observe. While the costs-per-benefitted-call falls to

$0.79 the total annualized costs rise to almost $2 billion!

C. Artificially Low-Cost Case

Another interesting question is how our assumptions must be altered in order to drive the

costs estimated by our model close to the benefits estimated by the FCC. The Commission

estimated two major quantifiable benefits from BPP - $280 million in lower asp charges

and $340 million in reduced commission payments by asps - for total benefits of $620

million per year. Assuming, for the sake of argument, that these are correct measures of

benefits, what assumptions would push annual costs to the $600-$700 million per year level

using our model?

If we make the following adjustments to our model:

• reduce the estimated upgrade costs per EA switch to $37,500,

• reduce the upgrade costs for non-EA switches to $0,

• reduce the added call setup costs to five cents,

• reduce the added costs-per-minute-of-use by half to $0.0022,

• reduce the IXC one-time marketing expense to 0, and

• reduce the continuing IXC marketing allowance to four percent of BPP sales,

recurring costs become $451 million and annualized costs fall to $754 million.

But, these are heroic assumptions. Almost all parties project far higher switch upgrade costs.

We believe that it is indisputable that the two-switchltwo-operator problems and the additional

database inquires will add to the costs of call set-up under BPP. We expect the added cost of

BPP usage to exceed tandem usage costs, not run at half the level of tandem usage. And, we

believe that eight percent is on the low end of IXC marketing revenues as a percent BPP

25
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revenues - so four percent is far too low an allowance for this cost. Nevertheless, even the

combination of these assumptions (each of which is individually questionable and which seem

highly unlikely to all be true at the same time) does not reduce costs to the level of benefits

estimated by the Commission.

The table on the next page shows our model under these low-cost assumptions.

26



Strategic Policy Research BPP Total Social Costs Worksheet Scenario: Extreme Low-cost Assumptions YeI'Sion of 09:33

1iiiiiii.111~j~g
Shott N_ V... DIu ljIiItN,

)SPMOU 32,830,000,000 Total M'nlles of OSP Trlfllc (32.8 billion followa the~ rate In FNPRN, noll 25 8nd 25.5 billion minutes tapOtIed In 1991 TOSCIA Report)
JPPCaHOur81iot'l 7.46 AvenIQI Dur.uorl of I BPP C8Il. Our vIIue of 7.46 Is b.-cI on Lencle 18pOtI, TIble 4 (2O.!lt2.8) (minulelfc:8ls)
IPPCaHPrice SO.34 PriCe per rnirUe to end..- of CIlh plICId undIr BPP
'AwayFromHomeOSP 70.0% FrICtiOn of OSP CliIIIIIl8lIte macle "8wIly.from-home"
DialAround 50.0% FrICtiOn of"8WII\'~"CIlh tIIIIl~ 0+_. (_ asaume no diIII 8rOUI1d at home)

leeessL'nes 143,325,000.00 Tolld number of LEC Accea.1Inea (from USTA 93, p. 2)
lHCEA 8,751 Number of RHC 1qU8l_. awiIches (from USTA 93, p. 12)
lHCnotEA 721 tfumblr of RHC rion equIII_ swildlea (from USTA 93, p. 12)
ldEA 8,061 Numberofildl"elldll1tequlll_IWIIchea(from USTA93, p. 12)
ldnolEA 4,103 Number of indeplndent nonequeI_ swildlea (ffom USTA 93, p. 12)
ECOSSSW 184 Number of LEC ass awiIches (SPR eIliIIIle IltlI per LATA pills 20)
JTSperSPCOfrICe $37,500 0nHine IlCpIndihAs r.quired to upgr1Ide. atend-pIogrIIII cmIRIIed ofIicle to BPP (caIalIIllon _ SPC oIIIcP EA ofIicle)
JT$pernonSPCOfrICe so 0ne-liIlIe~ rwquRd 10 upgr1Ide • non ltoI'Id-plogr.n~ ofIicle to BPP
~OUperTrunk 5,000 Mwu. oftnlllic CMrilld by an -.geend-ofIIce - OSS trunk in. month
ITSperTrunk 5100 'The ('_'.""'lIIot)~. MdId 'Illic:iI1III'I1Nnk from an enckIllIce to I ass awilch
)T$perLECOSSSw~ch Sl,OOO,ooo 'The ClIIta of i4lllI1IdrID • L£C ass awIlctt to IUPPOI1 BPP
.d4SetupCostsper8PPCIH SO.05 'The -.ge1ddllaNl ClIIta Impoaed by lie~ of IIIling-up • BPP CIII
ddCoslPerBPPMou SO.OO22 'The -.ge1Cldllicln.l per IlIinuIli BPP cost. to.OO44. 0.... C*lI8 per minule (Bel Allanlic I8ndem cost) tin.. 0.9
letCostLargerlXC S94,ooo,ooo 0nlHlme IlIIlWork 008lI for Jargar IXCs. _ FCC FNPRMM pwa 28
letCostSmaHlXCs S26,ooo,ooo One-time IlIIlWork 008lI1or IIMIIet IXCI, _ FCC FNPRMM pwa 28
apSwitches 50 Number of CAP IWilctles thIll wlI '- to be modifiad by 11197
ellularPCSSwitches 200 Numberof~, PCS, SMRS IWllches thIll wlI '-10 be upgr8dId or mocIifiecIby 1997
nnualGrowthReleCellularPCSswrtches 0.1 The lSS\med growlh rite lor C...IPCSICAP 1WiIdlea.
,TSIXCMar1<eting 0.0% The IXC marlc8ling expense lIt80Clalecl wiIl'I the~ IIISOl'l for 0+ prHUbIcriplion as I hclion of fIVe~ BPP r--.Ior customers who return bIIlols
<CMar1<e1ingFOSPCaHRevs 4.0% Continuing IXC marMlIng 8Ilp4IM8 II • hc:tion of toI8I BPP__
ustperLoop 0.77 The rIIlIo of CUIlOlI*S 10 _ InII /1iIIlIwaMe fer 1IlLIII-Iaop~)
osrBlflotSenl SO.50 The cost 10 I LEC fer eec:h ballol mlilld
ostBlllotRetumed $0.50 The cost to I LEC fer prllCItIing Ndl rIlI.med ballol
ostperlnquiry 51.50 The cost to lhI LEeIor~MCh inquWy f8lIIlIdinll the 0+ equIIl_ ballol proceaa
SubsRelurningBallo1 20.0% The fraction of IUbacrtlers rtNnin; bIiIlOls
SubsMBkinglnquiry 15.0% The fraction of~ inquirWlg aIlooJIlIe 0+ baIIol proces.
"CAnnualChum 20.0% The fraction of LEC__who IUbacrIle __ to I8IVk:e Ndl"" (1lIOVM. lllC.)
eliularAnnualChurn 40.0% The Inii:Iion of cea.- QJItclmeq who aoAGribe.-lo ......MCh yMr(_, lllC.), cNnga cea.- carriet's or change IXCs
eliularCustomers 43,940,000 The numbat of eelIuIlirlPCS eustornerwc- 30 Jl8I1*ll growlh fer line yews ffom 20 mllion bale)
onsumarTlmeS $10 The value of c:onsumer's time (dcItIIrsIhour)
onsume<MinperIlll1ot 2 The -.ge numb8t of minutes. takn I consumer to rues 8nd undIratand • ballot. and, illIlClliwHd, iii out • out. insert 8nd mail and/or inquire llboul bafIol
monFactor 0.3 The amOrtization/dip""" fIc*lr UMd to canven -.time IlIIlWork~ to II'lIlUIIized costa
)c,allnterest 0.05 The ImOI1lZIliCln _ uaed to canven other -.time~ to IMilII c:tw;ea.
aSl,c,tyEllactFaetor 0.16 The eIulicily etrec:l COIIfficienI -!he rIIlIo Of wIlfIIe loas fnlm inI:r.-.rl~ c:tw;ea to IncreIsea in _II cl'laIgea

r

" .. ,

ost-Causlng Element Number Network Costs Costa MmIl........ eosts CoMumtrR-
-One TlIIl8 Rea.mg -OiiiT_ ~ anenne ~ una '1lII8 I{ecurnng

:cess Lines 143,325,000 $1lO,956,250 17.166,250 138,750,000 17,350,000
:C Cenll'al OIftce Switches
RHC Equal Aer:ess 8,751 $328.162,500
RHC Non-Equal Access 721 SO
Independent Equal Acc:ess 8,061 $302,287.500
Independenl Non-Equ81 Access 4,103 SO
,lis using BPP 2,858,880,383 S142,944,019
nules of Usa Via BPP 21,339,500,000 $35,585,833 $47,053,596
'C OSS Swltdlas 184 5184,000,000
rgar IXCs NA $94,000,000 $0 5156,270.800
'aller 'XC. and OSPs NA 126,000,000
,P switches 50 $1,875,000 $187,500
lIularlPCS Carrier Switches 200 $7,500,000 $750,000 $36,250,500 $5,712,200 $14,&46,687 $5,858,667
,nsumer SurDlus Loss NA S77 580379
lal 8''''','''''',''' --slr .... , 5127,205,750

Value
$3,348,880,000
$3,908,nO,ooo
$3,908,nO,ooo

$11,162,200,000
$7,255,430.000

OSP traftk: dlYfslon under this scenario
Annual MInutes Calls

9,8411,000,000 1,319,483,254
11,4110,500,000 1,539,397,129
11,490,500,000 1,539,397,129
32,830,000,000 4,398,2n,512
21,339,500,000 2,858,880,383

Category
BPPathome
BPP away from home
Dial around (access code)
TotalOSP
TotalBPP

$1,157,994,250
$450,853,412 per year
$753,800,833 per year

$0.26 per call
$0.49 per can
$0.04 per minute
$0,07 per minute
$0.31 per can
$0.29 percall
$0.44 per month
$0.26 per month

lsI per call rouled using BPP
lsI per "away-fram-home" BPP call
lsI per minute of BPP traffic
)sl per "away-from-home" BPP minute ot use
,tworll costs for "away-frarn-home" BPP calls
C networl< cost tOf "away-fIOm-home" BPP calls
tal cost per access line
C network cost per access line

tal one time costs
,tal reculling costs
'tal annualized costs
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D. The No-Balloting Scenario

Another interesting scenario is given by asking what are the effects of eliminating the costs

associated with balloting? We can do this easily in our spreadsheet by setting the various

costs factors associated with balloting to zero.

Under our model dropping balloting saves roughly $400 million in one-time costs but

decreases only slightly the annual recurring costs. These savings come from three sources ­

LECs do not have to undertake the expensive balloting process, consumers do not receive the

ballots and therefore do not have to read them or think about them, and IXCs have no motive

to put on a big marketing push to sway the balloting process. Altogether these add up to

substantial savings.

The table on the next page shows our model under the no-balloting assumptions.
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,n~. ShortN_ v... SS!~~••••••••••••••••••••••••••'i1i3-Sr_
OSPMOU 32,830,000,000 Tm.I ..... 01 OSP Tl1IIfic (32.8 blIion folllIwa the growth .... In FNPRN, nale 25 n125.S ..... minllles reportecIln 1991 TOSCIA RepaIt)
BPPCaRDuralion 7..46 AYWIIgII DIntion oIa BPP C8II. 0.. YIIkle 017.46."" on Lande repan, Tabla 4 (20.912.8) (mirUellc:als)
BPPCanPrice $0.34 Priolo per mlnule 10 ancklM' 01call p/8Ced WIder BPP
FAwayFromHomeOSP 70.0'l6 Ft8Clion 01 OSP calls thai ..made "away-fronl-home"
FDialAround SO.O'l6 Fradion0I"~'c:all1IlIII cIilII--m 0+ _ (we _ano dlelBrOUlld a\ horne)
AccessLines 143.325,000.00 Tol.. number 01 LEC Acceu lines (from USTA 93, p. 2)
RHCEA 8,751 NumberofRHC equaI_~(fromUSTA93, p. 12)
RHCnolEA 721 Nunber of RHC non equal_1Wilc:lIes (from USTA 93, p. 12)
IMEA 8,061 Nunber 01 i"depatlda"tequal_ twiIdles (from USTA 93, p. 12)
IndnotEA 4,103 Number 01 illlMpandn nonequal_lWilc:lIes(from USTA 93, p. 12)
LECOSSSW 184 Nunber of LEC OSS IWilc:lIes (SPR ettimaIe one per LATA pkJs 20)
OT$perSPCOfrICe $75,000 0nIHine expendilures requftd to \W8dlI.~ c:or*oIIId aIIlca to BPP (calcutallon _es SPC oIIice= EA aIIlca)
OT$pemOnSPCOIroce $10,000 0nIHine upencIlturn requftd to \W8dlI. non~ controIed olIIce to BPP
MOUperTrunk 5,000 Minllles of tr8IIlc: can1ed by an-. end-aIIlca - OSS tnnc In a month
OTSperTrunk $100 The -.4iIM (1WIii••...,.c)CIllala fat ....~"'* fnlm an enckllfice to. OSS awiIdI
OTSperLECOSSSwildl $1 ,000,000 The one-tirM costs of~ • LEC OSS awiIdI to Mlppllft BPP
AddSetupCostsper8PPCall $0.15 The-. addiIiotW costs iInpoMd by the pl'OClHI of MIIIng-up • BPP call
AddCostPerBPPMou $0.0044 The -... addiIiotW per mirUe 8PP 00Il SO.OlM<l. 0.•-a per mirUe (Bel AIIantic tandem cost) times 0.9
NelCoslLllrg8flXC $94,000,000 0ne-IIme MCwOI1t costs for larger IXCs, _ FCC FNPRMM p-. 28
NelCostSmeHtXCs $26,000,000 0nIHine MCwOI1t costs for~ IXCa, _ FCC FNl'tWM p-. 28
CapSwildles 50 Nunber 01 CAP IWilc:lIes thai WiI,....1o be rnodIied by 1997
Ceilularf'CSSWlldles 200 Number of cellular, PCS, SMRS ....... IIlIII WiI ,.... to be upgr.cIecI or moc:tified by 1997
AnnuaIGtowlhR..eCeIluIllrPCSsw~dles 0.1 The _eel growth rate for CelUarlPCSICAP IWilChes.
OTSIXCMarketing The IXC mari<etino expenM~ wilh Ihe baIIolillglope.'l_ for 0+pnt~as a fr8c:Iion of fIVe years BPP _ for customers who ret..m ballols
IXCMarketingfOSPCanRevs 8.0'l6 Continuing IXC mllMting~ .. a frIlCIIon of toIIIl BPP ,.....,...
Cuslperl.oop 0.77 1M r*io of c:uslom.-s to _ ..... (lIIIowance for multl-loop CUIIomllf1l)
COSlBanotSent The cost 10 a LEC for each bIlIot m8lled
CostBalloIRetLmed 1M cost to • LEC for ptOCUling each returned baIIoI
Costpertnquiry 1M COlI to the LEC for procaaIng Mdl telephone Inquiry reo-cfinllthe 0+ equalllCC8lS baIIoI prooess
FSubsRetumingBaIIot The fraction 01 subscribers reNming ballols
FSubsM8kinglnquWy The frIlCIIon of MJbIaIlerI inquWing about the 0+ baIIoI ptOCUI
LECAnnualChum 2O.0'l6 The IrlICIion of lECa...-who~__ to Mdl~ (1IICMIlI, etc.)
CellularAnnualChum 4O.0'l6 The IrlICIion of cellular CilIRIII*S who IIlbIaibe __ to MCh~(_, etc.), c:f1ange cellular carrierS or c:f1ange IXCs
CeliularCustomers 43.940,000 The number of celIuIarlPCS CUIIOlllerS (__ 30 pertl8l'II grgwth for thnIe years from 20 million basa)
ConsumerTom.$ The VIllue of c:onsumlH's Ilme (dolIenIhour)
ConsumerMinperBallol The -... runber of mlnules IIIbI a __ to r..cI and 1lI'lCIlImand. ballot. and, If motlYaIed, iii out ~ out, ra.t and mail ancIfot inqun IIbout ballot.
AmortFactor 0.3 The emortizaliolllclepeeilltion f_used to c:onveIt -.lima network upenNS to annuaIIZ8d costs
Sociallnt.....sl 0.05 The lIII1Ol1ization fector used to c:onveIt other one-time .xpenses to annual charges.
ElasllCltyEIlectFactor 0.16 The etuticiIy eIfecI coetIicienI -the r*iool__....... loIsfnlm incHUed IonQ-disIancedlargesto~ in access c:harges

r

R.... "_
Cost-Causing Element Number thtwoI1I Costs Costs AdmInItlt1'atI¥ Costs Consumer R..DOMe

One Tome Recumng OneT"". Recurring Uflelrna Rel:urring one nne Racumg
Access Lines 143,325,000
LEC Cantrlll ornce Switches

RHC Equal Access 8,751 $656,325,000
RHC Non-Equal At:cess 721 $7,210,000
Independent Equal At:cess 8,061 S604,575,000
Independent Non-Equal Access 4,103 $41,030,000

Calls using BPP 2,858,880,383 $428,832,057
Minutes of Use Via BPP 21.339,500,000 S35,565,833 $94,107,195
LEC OSS Switch.s 184 $184,000,000
Larger/XCs NA $94,000,000 $312,541,600
Smaller IXCs and OSPs NA $28,000,000
CAP switche. SO $3,7SO,OOO $375,000
Cellular1PCS Carrier Switches 200 $15,000,000 $1,500,000
Consumer Surplus Loss NA $164 008,160
Total . $I,llllf,4:>:>,Il;';' .""",0 ',""" $a12,~l,600 ~ 1000,uua, IOU

Value
$3,348,660,000
$3,908,no,ooo
$3,908,no,ooo

$11,162,200,000
$7,255,430,000

osp trafflc division under this scenario
AnnualNnnUhs Cans

9,849,000,000 1,319,483,254
11,490,500,000 1,539,397,129
11,490,500,000 1,539,397,129
32,830,000,000 4,398,2n,512
21,339,500,000 2,858,880,3B3

Category
BPPathome
BPP away from home
Dial around (access code)
TotalOSP
TotalBPP

$1,667,455,833

$1,001,364,013 per year
$1,501,600,763 peryear

$0.53 per call
$0.98 per call
$0.07 per minute
$0.13 per minute
$0.67 per call
SO.84 perca"
$0.B7 per month
SO.57 per month

Cost per call routed using BPP
Cost per "away-from-hOme" BPP call
Cost per minute ot BPP traffic
Cost per "away-trom-home" BPP minute ot use
Networl< costs for "away-tram-home" BPP calls
LEC nelwOrl< cost tor "away-frorn-home" BPP calls
Total cost per access line
LEe networl< cost per access line

Total one time costs
Total recurring costs
Total annualiZed costs
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E. Pessimistic Scenario

We can also consider a less favorable scenario - one which assumes that variables will take

values that inflate the per-call costs of BPP. In particular, let us assume that:

• asp traffic declines slightly from 1991 levels rather than grows, due to the

expanded use of cellular and PCS,

• Dial-around rises to the 80 percent level forecast by Nynex,

• Upgrading a SPC central office costs $100,000 rather than $75,000, and

• IXCs choose to spend 16 percent of BPP revenues for continuing marketing

efforts, rather than the 8 percent of our base case.

In contrast to our low-cost case, none of these assumptions seem wildly inappropriate or

extreme. Rather, this scenario considers how a confluence of events, each unfavorable to the

economic of BPP, can influence those economics. Under these assumptions, the cost per

away-from-home BPP call soars to almost three dollars! The table on the next page shows

BPP under this scenario.

30



SPMOU
'PCaliDurallOl1
'PCaiIPrice
~wayFromHomeoSP

)lalAround
:cessLines
-iCEA
-iCnoIEA
dEA
dnolEA
:cosssw
TSperSPCOffice
TSpernonSPCOlfoce
OUperTrunk
T5perTrunk
TSpeIlECOSSSwlch
IdSetupCostspar9PPCaU
IdCostPer8PPMou
,lCOSILlWgerlXC
,tCosISmalllXC.
IpSw~ches

,lIuIarPCSSw~ches

,nuaiGrowlhRateCetlullWPCSswilches
rSIXCMarketing
CMarkelingFOSPCaliRevs
Islpe,Loop
,SIBallotSenl
ISIBaliotRelurned
lslpe,lnquiry
;ubsRelumingBallot
;ubsMakinglnquiry
CAnnualChurn
dlula'AnnualChurn
'llularCuslomers
,nsumerTime$
,nsumerMinperIlallot
1ortFactor
ciallnlerest
,shcityElfeclFactor

arategic Policy Research BPP Total Social Costs Worksheet Scenario: Pessimistic - costs, dial around, usage version of 17:221_
1PlJ\;~".i!j

Short N_ v..... DeHltpIon
21,886,~.78O TOWI ....... of OSP TrlIIIic (32.8 biIion follows lhe growth IIIIe in FNPRN, nole 25 end 25.5 bilIan rnftltes I8pOllIId in 1991 TOSCIA Report)

7.46 A-. Dlntian of a BPP Call. Our .... of 7.046 is baud lIIllande report, Tabla .. (2O.lI/2.8) (mlrUallcalls)
$0.34 Price per mlrUa 10~ of calli placed __ BPP
70.0% FI1ICIilIIl of OSP caIIIlhal ..meet. 'WI¥.fnlm-mme"
80.0% FIKlian of~ caIIIlhal~ 0+ __ (we a-.ne no dial around at home)

143.325.000.00 Talal runbar of LEC hlcna IiMs (from USTA 93, p. 2)
8,751 NumbwofRHCaquaI_awlldlaI(fIomUSTA93,p.12)

721 Numbw of RHC non aquaI_ awlldlaI (from USTA 93, p. 12)
8,061 Numbw of~."laquaI_ awlldlaI (fioom USTA 93, p. 12)
4,103 Number of ildap."dar. non~ _ awlldlaI (from USTA 93, p. 12)

184 Numbw of LEC OSS IWilcMs (SPR MlImata _ per LATA plus 20)
5100,000 Qna.&na axpancans required 10IWD a~ canIroIall allice 10 BPP (c:aIcuIation MMlIIlft SPC allice= EA oIIica)

510,000 Qna.&na alCpaflCIIurM required 10 IWD a non~ canIroIall oIIica 10 BPP
5,000 Minutes of traIIic carrilId by an.-.anckIIIic:a - OSS Ilunk In a monIh
5100 The -.lima(,..,_..--.) lXIala far addarI volce-Qrada lrunk fioom an anckIIIic:a 10 a OSS switch

51.000,000 The ona-tine COIIlIof\ll9dlga LEC OSS IWildllo Iupport BPP
$0.15 The.-. acIlIlionIII coats inlpCIMd by"~ of~ a BPP call

SO.OO44 The -... .......par m"'llPP COIl $0.0044.0....__ par minute (Bel Atlantic landem cost) lin.. 0.9
594.000,000 0na-linMi natwoIll coats lor Iargar IXCt, _ FCC FNPRtoW para 28
$26,000,000 One-lima natwoIlllXlala lor IlIlIIlIar 1XCt, _ FCC FNPRIoW para 28

50 Number of CAP awlldlaIlhal ......10 be modIIlad by 1997
200 Number of calWar, PCS, SMRS IWIl:tlIIIlhal...... 10 be upgr8darI 01' modililld by 1997

0.1 The.-.ned growth nile for CeIIuIerIPCSICA 1WilcMs.
3.0% The IXC 1MItleling .....-..cl... lhellellDlli_p." _1or0+~ as e frlIcliOn of five yeeI'I BPP _ for custom.... who return bdola

16.0% Continuing IXC 1Mfkaling a frlIcliOn of lolal BPP ____
0.77 The ratio 01-.10 .,.. (.-owane. for~__)

SO.50 The COSlIo e LEC for each baIIol mlliled
SO.50 The cost 10 a LEC for proceuing a8Ch returned ballot
5150 The cost 10 lhe LEC lor proceuing a8Ch"",-- inquiry regarding the 0+ equal _. baIIol process
200% The frlIcliOn 01 subscribers returning balIols
15.0% The frlIcliOn 01 subscribers inquiring about the 0+ blIl10l process
20.0% The frlIcliOn of LEC a.ostomers who IUllecItle __ 10 -w:a a8Ch va- (moves. elc.)
40.0% The frlIcliOn 01 ceIuIer__who NIIcrtIe __ 10 ..w:. a8Ch y.- (moves, atc.), change ceIuIer carriers 01' change IXCs

43.940,000 The numbet 01 celulerlPCS customers (a-.ne 30 percn growth lor Ihrae yeeI'I fioom 20 million base)
510 The YIIlue 01 consumeI's line (clOIIarS/I'lou')

2 The-. runbar 01 minutes I ..... a COllIUIll« 10 read end undar-.xt alllllol, end, if rnolivIiled, iii out I out, insarl and mail and/or inquire about bellot.
0.3 The~ionfador used 10~ one-llme natwoIll.,...1o annuatlzed COIIlI

0.05 The amartizaIion flIdor used 10~ other one-lime ...-10 annual c:Ilarges.
0.16 The eIIIIIicIly alIecl coelIlcienI - .. ratio 01__ welfare loss fioom ncr-Iong-dielance c:Ilarges 10 incrH_ in _ c:Ilarges

r

t.
t.Causlng Element Number NelwortI Costs Maltletlna eo.t. AdmInfsballwe Costa Consumer R.....

OneTtme Recurring OneTime RBaaTing OneTome Reeurring QneTome Reeurring
tSS Lines 143,325,000 $90,956,250 51.166,250 $36,150.000 51,350,000
Central Office Switches
iC Equal Access 8,751 $875.100,000
iC Non-Equal Access 121 51.210,000
l_ndent Equal Access 8,061 S806,loo.ooo
:lepllndent Non-Equal Access 4,103 $41.030.000
I usin9 BPP 1,290,160,113 5193.524.017
II•• of U•• Via BPP 9,630,123,703 516.050.206 $42.468.8046
OSSSwitch.. 184 5184.000.000

erlXC. NIl 594.000.000 596,227.262 5166.688,687
lie, IXC. and asPs NIl 526,000,000
switches 50 $5.000,000 S5OO,ooo
Ila,/PCS Carrier Swllchea 200 $20,000.000 $2.000,000 $36.250.500 $5.712,200 514,6046.667 $5.858,667

.aumer Surplus Loa. NA 5137 734,388
a a"".~f,""" $127.206.750 ;»·,."........,f

lSI

Value
$2,232,437,76B
$1,041,804,292
$4,167,217,186
$7,441,459,225
$3,274.242,059

OSP tratrk: division under this scenario
Annualalnuhs CaDs

6,565,993,434 879,654,823
3,064,130,269 410,505,491

12,256,521,On 1,842,021,962
21,888,1144,780 2.932,1B2,078

9,630,123,703 1,290,180,113

category
BPPathome
BPP away from home
DIal around (access code)
TotalOSP
TofalBPP

$0.93 per call
$2.94 per can
$0.13 per minute
$0.39 per ninute
$2.10 per call
$1.98 per can
$0.70 per month
$0.47 per month

$2,351.320.885

$569,003.054 per year
$1,205.191,850 peryear

Sl per call rouled using BPP
sl per "away-from-hOme" BPP call

sl per minute of BPP traffIC
sl per "away-from-hOme" BPP minute of use
twork costs for "away-frorn-home" BPP calls
e network cost for "away·from-home" BPP calls
lal cost per access line
C network cost per access line

alone time costs

:al recurring cosls

:al annualized costs
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F. Conclusions

Under a base-case scenario which we believe matches the assumptions in the FCC's analysis

in the FNPRM, we find that the annualized costs of BPP are roughly three times greater than

the benefits calculated by the FCC. We also calculated and presented the results produced by

our model under five additional scenarios. Key results for these six scenarios are shown in

the table below. Notice that the one-time and annualized costs for these scenarios are quite

similar - with the extreme/low cost scenario an outlier on the low side.

Scenario Total One- Annualized Cost-Per-Call-Benefitted
time Costs Costs (i.e., per "away-from-home"
($ billion) ($ billion/year) BPP call)

Base case $2.1 $1.5 $1.01

High (80%) dial- $2.0 $1.2 $1.88
around

Low (20%) dial- $2.1 $1.9 $0.79
around

Extreme low costs $1.2 $0.8 $0.49

Pessimistic Scenario $2.4 $1.2 $2.94

No Balloting $1.7 $1.5 $0.98

We believe that one can reasonably conclude from this analysis that:

• the cost of implementing BPP will far exceed the benefits the FCC has

identified. Only by using multiple assumptions favoring lower costs for BPP

implementation, each implausible on its own and the combination practically

impossible to accept, are we able to force the annualized costs of BPP into the

same ballpark as the benefits identified by the FCC.

if the increase in dial-around projected by Nynex and others occurs, then the

BPP costs for~ away-from-home call routed using BPP may exceed the

excessive third-tier OSP charges which occurs today on only .l2.1 percent of

away-from-home calls. In a world of high dial-around, the BPP cure - which
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is applied to well and sick alike - is worse than the disease which affects only

the sick.

IV. Benefits of BPP

BPP permits consumers to avoid using access codes and yet ensure that their call goes over

their chosen long-distance carrier. Thus, consumers can save the time and effort of learning

to use access codes and the time it takes to dial them. We cannot identify any other

significant public benefit.

The Commission offered its own analysis of the benefits of BPP. We feel their analysis

contained two significant flaws. First, it counted the reduction in commission payments to

premises owners as a benefit. Second, in calculating the reduction in commission payments,

it did not properly take into account the effect that limiting the rates of third-tier asps would

have had on commission payments. Consequently, even accepting the heart of the

Commission's analysis, benefits were double-counted.

This section presents our quantitative analysis of the benefits of BPP, a further discussion and

refinement of our views on commission payments, and our quantitative evaluation of the level

of double counting in the FCC's analysis.

A. Possible Savings in Dialing Time

Implementation of BPP would allow consumers to avoid high asp charges without dialing an

access ,code. Consumers could therefore avoid the costs of learning to use access codes.

(This benefit applies mostly in the future since most of today's heavy users of operator calls

have learned to use access codes.) And consumers would avoid any costs associated with

using access codes.

Tests we conducted at Strategic Policy Research showed that one could dial a 10XXX access

sequence in about two seconds and could dial a full 800-number dial-around sequence (in

particular, I-800-COLLECT (1-800-265-5328)) in about six seconds. Interestingly enough,
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we found very little difference in the total dialing time for calls that were dialed using only a

oand calls using the 102880 access code. These latter calls only took about 1.3 seconds

longer to dial.27 Thus, at best, the time savings on an individual call will be only seconds. If

routing the call first to the LEC ass and then to the IXC ass creates any added delays (say

due to the two-operator problem or due to the added processing) then the consumer may not

see any dialing and call-setup time savings at all.

If the Commission wishes to make access code dialing more efficient, it could mandate that

LECs adopt an easier-to-dial access sequence. The Appendix to our earlier study describes

such a sequence. No doubt, others could design similar or better access code sequences.

Paralleling our analysis of BPP, we believe that this improved access code system would not

justify the costs of rapid deployment.

Additionally there should be some allowance for the cost of learning to use access codes.

However, we believe that it is not very time-consuming to learn to use access codes such as

I-800-CALLATT, and that only tens of millions of people need to learn this task each year

- a number roughly a hundred times smaller than the number of away-from-home asp calls.

Consequently, we have not tried to develop a quantitative estimate of this cost.

B. Transfer Payments versus Social Costs

A major benefit claimed by the FCC is the reduction in commission payments from asps to

aggregators and premises owners. We believe that the reduction in this payment is not

properly regarded as a cost savings to society. Eliminating a payment from AT&T to the

Metropolitan Washington Airports Authority does not reflect any reduction in resource

consumption. Indeed, if the number of pay phones at the airport stays the same, there would

be no change in resource consumption whatsoever. In such a case, the payment by the asp

does not measure a true social cost - i.e., a consumption of society's resources.

27 Time was measured using a digital stopwatch that was started before the first digit was dialed and was
stopped upon hearing the "bong" and the AT&T branding prompt.
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